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According to the Central Bank (Banco Central de Paraguay), monthly inflation in April and May
dropped markedly compared to the first three months of the year, encouraging optimistic official
predictions that the government may be able to meet its target of 15% annual inflation by yearend 1994. In January and February of this year, the consumer price index (CPI) increased by
about 3% each month. In March, the monthly inflation rate did decline to about 1.9%, but since
accumulated inflation for the first quarter had reached 8%, most independent economists believed
the government's 15% annual inflation target would be impossible to meet.
A government decision to raise gasoline prices and rates for most public services, plus the
authorization of a one-time wage hike of 15% at the beginning of the year, fueled the inflationary
spiral during the first quarter. But by April, monthly inflation fell to 1.1%, and then in May it
dropped to just 0.5%, bringing accumulated inflation for the first five months of 1994 to 9.7%. And,
in the first 15 days of June, the Central Bank reports near 0% inflation, with preliminary estimates
indicating that the CPI will climb by about 0.4% at most by the end of the month.
Monthly inflation for May of this year was much lower comparatively than in 1993. In May of
last year, consumer prices increased by 1.4%, nearly three times the rate this year. And, although
the 9.7% accumulated inflation for the first five months of 1994 was slightly higher than the 9.4%
registered in the same period in 1993, by the end of June the accumulated rate is expected to fall
below the rate registered in the first semester of last year. Since 1991, when annual inflation reached
a low of 11.8%, the CPI has tended upward each year.
In 1992, annual inflation grew to 17.8%, and last year it reached 20.4%. Among the factors
contributing to the decline in inflation since March are stability in the foreign exchange rate and
strict fiscal discipline to eliminate the government's budget deficit, according to government
spokespersons. The Central Bank which is in charge of tracking inflation for the government has
carefully monitored changes in the money supply on a daily basis, taking measures to control excess
liquidity. At the same time, the Bank persistently attempts to eliminate all speculative pressures on
the foreign exchange rate. Whenever authorities detect an artificial increase in dollar demand, the
Central Bank draws on the country's ample foreign reserves to provide a stable supply of dollars.
As of year-end 1993, the government had reported US$700 million in foreign reserves, which at that
time represented a 15% increase over the previous year.
Perhaps more important, the government has steadily reduced operating expenses since the
beginning of the year, while attempting to tighten government controls to increase tax collection.
That, combined with the reduction in government subsidies due to the jump in rates for most
services at the beginning of the year, led to a substantial surplus in the budget during the first
semester of 1994, according to the Finance Ministry. "This represents a sharp change compared
to the past, since the Central Bank had previously been forced to regularly print money without
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backing to cover the state's chronic fiscal deficit, without regard for its impact on the cost of living,"
said Central Bank President Jacinto Estigarribia. Finally, an agreement by the country's supermarket
chains and retail stores to voluntarily freeze prices on 80 essential products for a period of 60 days
also contributed to the drop in inflation.
Other government efforts to control the fiscal deficit should help maintain the surplus obtained
in the first semester throughout the rest of the year, according to Estigarribia. In particular,
the government is attempting to negotiate a deferral in payments on about US$100 million in
bilateral debt to foreign governments scheduled to come due in 1994 and 1995. The public sector's
total foreign debt stands at US$1.233 billion, which includes about US$616 million owed to the
multilateral lending institutions, US$590 million owed to the Paris Club of creditor governments,
and US$27 million owed to commercial banks in Latin America. Of the total owed to the Paris Club,
US$250 million is owed to Japan, and the remainder is divided among five other countries: France,
Germany, Italy, Spain, and Belgium.
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